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This Payroll Letter provides information regarding the
California State University (CSU Fringe Benefit/Enpl oyee
Busi ness Expense (FB/ EBE) Conpliance Project and rel ated
conpl i ance updat es.

FB/ EBE COMPLI ANCE PRQIECT OBJECTI VES

CSU entities (canmpuses and the Chancellor's Ofice) mnust
satisfy the followi ng three tax requirenents:

1) Report all taxable FB/ EBEs provi ded enpl oyees as
identified in the Payroll Procedures Manual
(PPM | 120 - 175;

2) Report all FB/ EBEs based on "constructive receipt".
Taxabl e/ reportabl e FB/ EBEs nust be reported when the
enpl oyee i s rei nbursed and/or receives the benefit/
value. Al FB/ EBEs nust be reported to this office
by the 10th of the nonth followi ng the nonth an
enpl oyee receives the FB/ EBE. For exanple, the val ue
of an enpl oyee's Personal Use of a State Vehicle in
January 2001 rmust be reported by February 10th, 2001.

3) Report all FB/EBEs accurately.

OVERVI EW

Two t housand (2000) marked the fifth year of the State's
efforts to secure and naintain federal and state enpl oyment
tax conpliance tax requirements. The 2000 project results
continue previous performance trends - increased conpliance
and a general reduction in targeted nonconpliance perfornance.
PRQJIECT | MPROVEMENTS

CSU i nproved conpliance with Federal and State tax
requi renents since 1996 as illustrated by the foll ow ng:

Taxabl e FB/ EBE wage reporting increased 54% from



$1, 425, 733 to $2, 235, 564.

The nunber of benefits reported in 2000 versus 1996
increased from 127 to 190; 20 entities (83% reported
nore benefit types in 2000 than in 1996. N neteen
canpuses stabilized their reporting patterns and
surge reporting decreased.

Fi fteen canpus on-site consultati ons were conducted

at 13 canpuses since 1996; two in 2000. Two Accounts
Payabl e Foruns were sponsored by the Chancellor's

O fice, at which the Internal Revenue Servi ce,
Franchi se Tax Board and the State Controller's

O fice were prom nent presenters. Al Payroll and
Accounts Payabl e offices receive the Payroll Procedures
Manual and Payroll Letters are avail able via the

I nt ernet.

In 1999, the Payroll Input Process (PIP) was expanded
to accommodat e el even new FB/ EBEs available to CSU
enpl oyees: Aircraft Rei nbursenent, Bicycle M eage,
Call Back M I eage, Renote Headquarters M| eage,
Educati onal Assistance, Entertai nment Expenses,

El ectronic Devices, M scellaneous Incentive Program
Long Term Travel, Tips and Gatuities. In 2000, CSU
canpuses paid over $33,000 via three of these
addi ti onal PIP paynents.

COVPLI ANCE | SSUES

The foll ow ng represent conpliance problens wherein sustained
corrective measures are required:

Three canpuses nmintain sporadic reporting patterns;

Benefits, specifically Mving/Rel ocati on Expenses and
Movi ng Expense M| eage, are routinely reported at the
end of the cal endar year versus when the benefit is
received;

Several benefits are underreported: Meals for Trave
Less than 24 hours Wthout Lodgi ng; Personal Use of a
State Vehicle; Electronic Devices; Dues and
Member shi ps; and Meals - Nontravel

PIP remains under utilized as an FB/ EBE paynent option
FEDERAL DEVELOPMENTS

The Internal Revenue Service's (IRS) reorganization is

nearly conplete. State and | ocal governnents now fall under
the authority of IRS' s new Tax Exenpt/ Government Entities
Division (TE/GE). This division devel ops the overall
conpliance strategi es and goals to enhance/ achi eve conpli ance.
The division |ikew se devel ops, inplenents and eval uates

gover nment al exami nations (audits) and procedures.



Under the new reorgani zation, the Public Enployer Tax
Conpl i ance (PETC) project resides within TE/ GE as does the

data to readily profile, target and aggressively address public
sector enpl oyer performance and conpliance issues. For

exanpl e, the state of Massachusetts was the first state
profiled in 2000 by TE/ GE wherein nonconpliant Enpl oynent Tax
practices produced a $31 nillion assessnent. Cearly, the IRS
is well positioned to effectively address program i ssues and
service its clients via the streamnlined custoner clustered

al i gnnment .

BUREAU COF STATE AUDI TS ( BSA)

Speci al BSA audits conducted in 2000 underscore the need for
ongoi ng FB/ EBE program audits. These audits reveal ed uni que
canpus concern and program oversi ghts including: recurring
staffing issues; inadequate training; and campus |ogistica
problenms - getting information fromrecipients to the
reporting centers. To sustain and maintain voluntary
conpl i ance, ongoi ng FB/ EBE program audits are needed.

ANNUAL COWMPLI ANCE ACTI VI Tl ES

The CSU has inmproved its FB/ EBE conpliance as

i ndi cated by stabilized reporting patterns, shortened

i mpl enentati on of reporting curves, increased reporting
and reduced volume of late reporting. These trends and
achi eving Statew de educational goals pernmt the
cessation of the State Controller's Ofice lead role

i n adni ni stering annual FB/ EBE Conpliance Projects.

This office will continue providing technical support

on tax issues and nonitoring FB/EBE tax conpliance. W
shal | assist the CSU and the Chancellor's Ofice in any
subsequent conpliance processes for 2001 and thereafter

I f you have any questions/concerns regarding this

i nformati on, please contact Carol Sullivan via phone at
(916) 322-8072/ CALNET 492-8072 or via e-mail

(csul l'ivan@co. ca. gov).
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